Figure 2. A breakdown of the 1,582

quality circles among the services and

the Defense Logistics Agency

group proposes a solution and recommends corrective
action to management. Implicit in the quality circles
concept is recognition that productivity improvements
come about not only from technological change but also
from increased employee involvement.

The Norfolk Naval Shipyard in Virginia inaugurated
the first quality circle program in DoD in 1979, and
there are now more than 1,500 circles throughout the
Defense Department, a number that is likely to con-
tinue growing (see Figure 2). Quality circles have gen-
erated tangible and intangible improvements in both
worker morale and productivity. Tangible results, judged
on a broad scale of return on investment in training and
time devoted to problem-solving, have ranged from $4
to $28 for each $1 invested. Intangible benefits have
included a greater sense of dedication and job satisfac-
tion among the work force.

A third motivational technique used in DoD, still in
the experimental stage but showing considerable prom-
ise, is performance-based incentive systems, which pro-
vide cash awards to employees who exceed preesta-
blished standards of performance. In appropriate work
situations, such systems can improve productivity mark-
edly, Both the Navy and the Army are currently con-
ducting performance-based incentive experiments at se-
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lected activities under programs known as the
performance-contingent reward system and productiv-
ity gain sharing, respectively.

The cash awards paid out in these experiments are a
shiye of the savings realized when measured output
exceeds established performance standards. The max-
imum sharing rate within Navy can be as high as 50
percent; the individual activity establishes the exact per-
centage. The set sharing rate within Army is 50 percent,
The Navy conducted its first successful performance-
contingent reward experiment in the data processing
center at the Long Beach Naval Shipyard in California.
The participating employees were Navy civilian data
entry operators. Production standards were based upon
the level of difficulty of the documents processed, and
during a 12-month trial period production improved
substantially. The gain in productivity, about 50 per-
cent, resulted in a net cash savings of $34,000, a re-
duction in overtime of 77 percent, and near elimination
of an existing backlog. A cost-benefit analysis at the
Long Beach site showed recovery of program set-up
costs within the first three months of operation.

Following this initial success, the Navy has continued
to experiment with such systems in production activities
involving boiler repair and engine mechanics at ship-
yards and air rework facilities, These experiments have
yielded results similar to those of the data entry project.
During FY 1982, 377 employees received incentive
awards totaling $130,000; total dollar benefits to the
Navy amounted to $448,000.

The Army's Missile Command, Depot System Com-
mand, and Armament, Munitions, and Chemical Com-
mand are currently conducting a number of productivity
gain-sharing experiments in a broad range of functions
at eight Army installations. The functions include data
entry, finance and accounting, and supply and main-
tenance; the experiments, initiated in July 1982, will
conclude on September 30, 1983. Mid-term review at
the six installations in the Depot System Command
showed an increase of 11 percent in overall performance
efficiency and a savings of 51,000 staff-hours. The amount
paid out to employees for the period was $273,000. The
Army also reports that work force morale has improved
and that use of overtime and sick leave have declined
significantly. Sacramento Army Depot, for example,
reduced overtime by 6 percent.

Beginning on September 12,1982, the Air Force also
began testing a performance-based incentive system,
involving 44 data transcribers, in the comptroller's of-
fice at McClelland Air Logistics Center in California.
During the first 21 weeks of the one-year pilot program,
incentive payments totaled $6,400, paid at a sharing rate
of 20 percent. Savings to the Air Force for the same
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